Outsourcing of labor, especially in area of the Information Technology (IT) sector, has grown rapidly in recent years. This article further defines what is meant by outsourcing, and examines the opportunities and challenges for entrepreneurs to outsource in the Philippines. This emerging economy has been cited as one of the most attractive destinations for outsourcing, despite the lack of information. The article offers historical, business, and cultural insights and identifies strategies for outsourcing success in the Philippine environment.
The international labor outsourcing landscape
The advent of globalization has facilitated the cross-border flow of many types of resources, including human resource services. The growing interest on the utilization of labor in foreign locations may be attributed to several factors. These factors may be described as either proactive or reactive. Proactive factors refer to an organization's utilization of international outsourcing as a medium to build strengths or tap into opportunities. These factors include market internationalization (Elmuti et al., 1998; Rao, 2004) , growing availability and demand for competent yet affordable talent (Greenemeier, 2002) , gained cost and time advantages (Jeffay et al., 1997) , reliability of communication technology and enhanced project management abilities (King, 1999; Rao, 2004) , availability of software tools, platforms, and systems (Webster et al., 2000) , confluence of the telecommunication and computing sectors that strengthened web and software applications (Currie, 2003) , standardization of business tasks (Drezner, 2004) , acceleration of IT innovation (Mitchell, 2004) , globalization and trade liberalization in emerging locations (Rao, 2004) , improved operational efficiencies and capture globalization advantages (Karklins, 2003) , productivity improvement (Kulmala et al., 2002) , better staff management and strategic focus (Leung, 2003) , mutuality of trade benefits to participating parties (Glassman, 2004) , and enhanced competitive advantage and core competencies (Griswold, 2004) .
Reactive factors refer to an organization's use of international outsourcing as a strategic approach to respond to business or economic threats and challenges. These factors include: focus on key core functions (Smith, 1991) ; skills shortages, visa caps and rising labor costs (King, 1999) ; downsizing, restructuring, and industry decline (Greer, Youngblood & Gray, 1999) ; adjustment to the deflation of technological spending (Dolan and Meredith, 2004) ; cost-cutting pressures (Rao, 2004) ; response to competition and market forces (Kulmala et al., 2002) ; and international competition and survival strategies (Harrison, 2004) .
Supporters of the outsourcing phenomena pointed out to several economic benefits of outsourcing. The positive factors include: economic improvement in developing locations (Ellis, 2004) , building of foreignbased skills and infrastructure (Harrison, 2004) , consumer and taxpayer benefits derived from service enhancement and affordability (Griswold, 2000) , trade benefits (Glassman, 2004; Kleinert, 2003) , improved wage rates and trade union benefits (Shaksen, 2004) , improved employment levels in developed economies (The Economist, 2004) , gateway to privatization (Prager, 1997) , and demonstrated profitability in certain manufacturing sectors (Harrison, 2004) .
While there are numerous benefits ascribed to outsourcing, negative economic implications have also been cited. These include job drain (Dolan & Meredith, 2004) , reduced employment levels and aggregate welfare (Shaksen, 2004) , changes in the pattern of employment (The Economist, 2004) , detrimental effects on owners of capital (Shaksen, 2004) , increased insecurity (Ellis, 2004) , and reduction of skills and infrastructure in the home country (Harrison, 2004) . Kotabe and Murray (2004) pointed out that the formulation of an outsourcing strategy has been one of the most debated management trends in the last 20 years and that there is no established consensus on the actual end effect of outsourcing. The recent, hotly debated fight in Congress over CAFTA included many of these issues. Andersen and Chao (2003) attribute the increased frequency and number of outsourcers as a response to the increasingly competitive global environment. One out of every 10 jobs within US-based IT vendors and IT service providers will move to emerging markets (Gartner, 2003a) , while a related study suggested that 80 percent of all U.S. companies will be considering outsourcing as a strategic option in (Gartner, 2003b . Fisher (2004) estimated that at least 23 percent of IT jobs in the US will gravitate overseas by 2007 . Grimm (2004 alluded to a 2003 Forrester Research forecast that approximately 3.3 million technology services jobs, amounting to $136 billion, will move overseas from the United States. In another Forrester Research study, Bartels, Symons, Pohlmann, and Lambert (2004) indicated that -offshore outsourcing is real and growing and will hold down US IT job growth and salaries.‖ Overseas outsourcing has been widely discussed in the media and has precipitated calls for protectionism. The trend towards outsourcing could be part of the evolutionary process of contemporary business. Recognized author and former MIT Sloan Professor Michael Treacy believes outsourcing is an adaptation phase towards the creation of more efficient business models, adjustments to inherent organizational weaknesses, and in uncovering better opportunities (Gibson, 2004) . This scenario has reshaped organizational management and strategic inter-organizational interactions as well as spearheading the trend towards -worldsourcing‖ (Pollalis, 2003; Ellis, 2004) . There is an understandably greater need to understand the modalities of business in emerging locations (Welsh and Alon, 2000; Alon and Welsh, 2001; Ramamurti, 2004) .
The Philippines is a growingly important outsourcing destination. IT Matters (2004) cited A Columbia University study (Bajpai et al., 2004) found the Philippines was ranked as the second largest outsourcing recipient, absorbing almost 30% of the market, with 130,000 locals engaged in call centers and back office operations. DiCarlo (2003) reported the Philippine's outsourcing leadership potential among US-based companies. An A.T. Kearney (2004) viability measure including such factors such as financial structure, people skills and availability, and business environment, listed the Philippines as the sixth most attractive offshore destination in the world. IT Matters (2004) reported the robust growth of call centers in the country, with agents numbering approximately 40,000, up fifty percent from the previous year. The number of outsourcing participants in the country is forecasted to grow even larger in the coming years. As the Philippines further expands into the outsourcing arena, understanding the historical, business, and cultural factors that shape the country becomes relevant to the business and academic community.
Historical, business, and cultural perspectives
The Philippines is a unique and fast-growing outsourcing destination. DiCarlo (2003b) depicted the Philippine environment as competent and compatible, with close cultural relationship with the US, and work force efficiencies in accounting and customer service; moderate salary ranges from $3,000-$10,000 annually among back office and technical employee; possessing a relatively limited technological pool with about 380,000 graduates annually but with only 15,000 pursuing technology degrees; a relatively supportive government offering tax exemptions in export taxes, and fees, dues, and licenses for ventures situated in technological parks; developing with technological park expansions in the past 13 years; existing inherent specializations attributable to technological strengths anchored in accounting, finance, call centers, animation, and human resources; competitive in the league of Russia, China, Canada, Mexico, and Ireland; and possessing international patrons with the presence of major US firms, such as Procter and Gamble, AIG, and Citigroup. A.T. Kearney (2004) pointed out the existence of an experienced and affordable labor pool, cost structure, and personnel competencies as drivers to the location's appeal as an outsourcing destination.
Historical
The United States has traditionally been the Philippines' largest foreign investor, with about $3.3 billion in estimated investment as of end of 2002 comprising 22 percent of the Philippines' foreign direct investment stock (US Department of State, 2001) . Approximately 90 percent of the outsourcing contracts in the Philippines come from the United States (Daily Times, 2004) . The country has had a long history of political, cultural and business affiliation with the United States and is presently a key ally in the war against terrorism. Since the late 1980s, the Philippine government has begun the process of privatization (Santos, 1995) . In the 1990s, there was expansion of infrastructure projects participated by foreign companies, and export-processing zones grown in numbers spreading out growth centers across the country. As the country headed for a potential economic growth, the Asian Crisis occurred in 1997 and derailed economic growth and industrial expansion (Sison, 2003) .
Business
The contemporary business environment in the Philippines has demonstrated resiliency and promise. The country's infrastructure is comparable to major developing locations in Asia.
A survey conducted by the Asia Pacific Management Forum (2003) ranked Manila, as the third best city for business in Asia. Manila ranked higher than Hong Kong, Singapore, Jakarta (Indonesia), Tokyo (Japan), Sydney (Australia), and Shanghai (China). The Philippines offers a large pool of workers. The Philippine Board of Investment (2004) show a literacy rate of 94.6% and a labor force of close to 70 million, with 53% engaged in the service sector. The country is known to be the third largest English-speaking nation in the world. However, the country's financial position and spending power has declined in recent years. Since 1992, the value of the Philippine peso has diminished in value by over 100% measured against the US dollar (Banco Central ng Pilipinas, 2004). DiCarlo (2003a) identified other challenges in the Philippine landscape as economic constraints, significant socio-political risks due to law and order concerns as well as reported cases of bribery, and needing sustained efforts to build credibility.
Cultural
The Philippine culture reflects a convergence of Asian and Western influences. Mendoza (2001) depicted the Philippine cultural frame as a confluence of Malay, Spanish, and American cultures. The Philippine society has been described as being spatial (rural and urban, with a multitude of regional and ethnic groups), temporal (historical diversity), multilingual (111 dialects), multi-ethnic (Malay, Chinese, Spanish, American), multi-religion (Roman Catholic, Moslems, Protestants, Buddhists, and traditional beliefs), geographically fragmented (7,107 islands), and culturally young as a sovereign nation (100 years old in 1998) (Sison, 2003) .
Management in the Philippines has its own unique blend of characteristics. Henderson (1999) characterized the key attributes of Philippine management as formal, punctual, relaxed, sensitive, paternalistic, closely knit, loyal, harmonistic, trustworthy, indirect, and elusive. Filipinos are known to leave projects uncompleted (ningas cogon). International outsourcers are encouraged to avoid shaming employees in front of a group (Talisayon, 1990) , nurturing an employee's desire to learn and work hard (Lynch, 1992) , providing for a sense of importance, respect, and dignity (Andres, 1999), highly regarding family relationships (Andres and Andres, 2001), insuring financial security (Andres, 1999), nurturing creativity and innovation through improvisation, 2003), and encouraging optimism, a natural tendency by Filipinos.
Outsourcing challenges and opportunities
In order to understand these intricacies, potential obstacles and benefits are explored in the context of the Philippine business environment, as well as suggestions for success. Rao (2004) cited the need to continuously educate international IT project managers to deal with operational issues that commonly arise in other countries.
Opportunities
There are obvious economic benefits both for businesses and the economy that are derived from outsourcing. Outsourcing particularly aids economies in cases where the savings to consumers exceed the lost wages (Evans, 2004) . Read (2002) pointed out that call center operators can save up to 20-40 percent in emerging economies, such as the Philippines.
Outsourcing has the potential of reducing the cost of IT and related services by as much as 60 percent (Griswold, 2004) .
In addition to financial benefits, outsourcing offers strategic value for companies by capitalizing on lower wages and turnover (Rabinovich et al. 1999; Read, 2002; Munro, 2004; Tusa et al., 2004) ; obtaining skilled labor and expertise (Bansal, 2002; Cohn, 2003) ; addressing human resource shortages (Clark, 1998) ; improving customer service (Rabinovich et al., 1999) ; expanding markets (Lacity et al., 1997) ; managing the complexity of select initiatives (Chase, 1998; Weiss, 2002) ; gaining competitive advantage (Elmuti et al., 1998; Griswold, 2004) ; gaining efficiencies in the utilization of IT tools to heighten responsiveness (Chan and Chung, 2002) ; obtaining reasonable real estate rates (Bansal, 2002) ; facilitating joint venture formations (Chen et al., 2002) ; avoiding complex issues such as site selection, legal and regulatory matters (Read, 2002) , attaining operational flexibility (Blaxill and Hout, 1991; Wild, and Han, 1999; Steenhuis and de Boer, 2003) , expanding the market niche (Tusa et al., 2004) , tapping into cost variability (Tusa et al., 2004) ; adapting to globalization (Karklins, 2003) ; operating on a limited budget (Cohn, 2003) ; establishing value added partnerships that provide experience and capital (Karklins, 2003) ; improving profitability and increasing the rate of innovation, while gaining favorable tax structure and incentives (Glass and Saggi, 2001); enhancing control and operational discipline (The Economist, 2003) , providing value to shareholders (Griswold, 2004) ; and building efficiencies in economies of scale, scope, and application (Currie, 2003) .
Several factors facilitate the process of international outsourcing. Munro (2004) attributed the availability of technologies and market integration as accelerators of outsourcing to foreign markets, while Glass and Saggi (2001) cited lower technological adaptation cost and resource requirements as key drivers to the process. Infrastructure is an important consideration in the outsourcing arrangement (Jennex and Adelakun, 2003) . The Economist (2003) pointed out that the majority of outsourced jobs are those that are digitalized, and capitalize on telecommunication efficiencies from international venues. The Philippines has over 3 million telephone lines, 15 million mobile phone subscribers, 38,440 internet hosts, and 3.5 million internet users (CIA World Fact Book, 2004) . International companies such as Sykes, Convergys, Accenture, ChevronTexaco, Time Warner, and Procter & Gamble as well as local companies, eTelecare, People Support, Source One, SPI Technologies, American Data Exchange, and Innodata, are examples of companies that heavily utilize these services. Assessing vision and organizational compatibilities with the Philippine company allows the outsourcer to identify and build on mutual business synergies.
Challenges
While outsourcing in emerging markets like the Philippines offer opportunities to the outsourcer, there are several challenges. Potential difficulties when outsourcing internationally include cross-border communication and cultural barriers (The Economist, 2003; Krishna et al., 2004; Schwartz, 2004) , language issues (Rao, 2004) , vision and strategy decisions (Chan and Pollard, 2003) , financial challenges through erroneous resource allocation and expectations (McClelland, 2003; Londe, 2004) , appropriate leadership and management (Chan and Pollard, 2003; Krishna et al., 2004) , poor relationship and conflicts (Logan, 2000; David and Allgood, 2002; McClelland, 2003) , need for constant monitoring, loss of control (Byham and Riddle, 1999) , infrastructure challenges (Chan and Pollard, 2003; Rao, 2004) , disparity of productivity across organizations (Grossman and Helpman, 2004) , lack of patience (Horwitt, 1999) , disparity of systems and procedures (Krishna et al., 2004) , imitation from competitors and intellectual property theft (Chung et al., 2004; Verton, 2004) , morale issues (Kessler et al., 1999) , political and legal conflicts (Horwitt, 1999) , failure to see a broader perspective (Love et al., 2003) , lack of standards and strategy (Hartman et al., 2003; Yongmin and Ishikawa, 2004) , hidden costs and potential cost increases due to transportation, custom duties and tariffs, taxation and handling expenses (Hannon, 2003; Londe, 2004) , strikes and work stoppages, inflexibility of costs (Lowson, 2002) , concern about terrorism and security issues (Gallagher, 2002; Rao, 2004) , country disparities in approaches to value-added tax (VAT) (Knowles, 2002) , ineffective contract that does not enforce discipline (McClaren, 1999) , over-promising supplier (Kern et al., 2002) , rigid contracts that prevent innovation (McClaren, 1999) , lack of understanding of objectives, performance analysis, monitoring (Green, 1999) , inability to respond to increasing complexities requiring expertise and diplomacy (Horwitt, 1999) , misalignment of attitudes and strategy (Garner, 1998) , and challenges in market and supplier proximity.
Understanding business inhibitors in the outsourcing location can help avert future challenges. In the case of the Philippines, outsourcing challenges may include cross-cultural conflicts and miscommunication, political and economic instability, legal barriers, disparity in contract expectations, and poor partner selection. Specifically in the IT realm, the Philippines has low visibility as an offshore contender, lacks experienced operation managers, experiences high labor migration, and has a workforce that possess low globalization skills (Leung, 2003) . There is also a need to further upgrade technical skills of the workforce, increase government developmental efforts, and broaden the usage of industry certifications (Nyberg, 2003; Offshore IT Outsourcing, 2004) .
Strategies for outsourcing
Viable approaches for international entrepreneurs seeking to develop an IT outsourcing business the Philippines include the following:
Establish a clear vision. Understanding the goals of the outsourcing organization and its corporate direction is an important consideration. Telecommunication companies, in particular, need to identify core competencies (Tusa et al., 2004) . Goal assessment, organizational culture understanding, and assessments on the impact of international outsourcing on the future agenda and product lifecycles are important (Pedersen, 2004) . Location and function selectivity. The location should provide key advantages that are in line with the outsourcers' objectives. Dryden (1998) as well as Schwaninger and Warsop (1999) highlighted the value of selectivity in the context of infrastructure and ease of integration with the systems used in the corporate headquarters while pre-selecting tasks. Technological strengths in the areas of accounting, finance, human resources, call centers, animation, and application development are prevalent in the Philippines (DiCarlo, 2003b; Leung, 2003) . Method of implementation. Experts recommend careful measurement of the selected approach on competitiveness, timing, and suitability; the use of external providers to reduce cost, to exercise caution with experimental approaches, the use of project control, and to implement a well-developed information and material flow system (Rabinovich et al., 1999; Baines and Kay, 2002; Perkins, 2003) . Partnership selection. Outsourcing can be viewed as a convergence of two companies in the process of building a common culture (Garner, 1998) . Issues that should be considered application suitability (industry focus, established record, size, competency adaptability, and communication systems), project management capability, timing, staff efficiencies, mutually agreed upon fair and equitable agreement with deliverables explicated, among others (Clark, 1998; Elmuti et al., 1998; Caputo and Zirpoli, 2002; Davey and Allgood, 2002; Jain and Song, 2002; Kakabadse and Kakabadse, 2002) . Strategic integration. The ability of two business organizations to blend operations across borders is critical to the success and sustainability of the outsourcing process. Benefits associated with strategic outsourcing include: value creation, lower net costs, competitive merits, enhanced business performance, a holistic perspective, and broadened perspectives, networks, and linkages (Chan and Chung, 2002; Karklins, 2003; Love et al., 2003; Pollalis, 2003; Chen and Ishikawa, 2004; Choi and Davidson, 2004) . Prepare for business variances. Organizations across borders differ in objectives, perspectives, and infrastructure. Thorough planning for risk variables contributes to successful implementation so the role of management becomes critical (Boyson, Corsi, Dresner, & Rabinovich, 1999) . In Chinese organizations, quality, speed, and reliability among suppliers vary extensively (Murphy, 2004) . It is much the same situation in the Philippines. Anticipating and planning for these differences ahead of time through project management assessments can prevent future problems (Boyson et al., 1999; Currie, 2003) . The value of establishing a shared philosophy and common commitment in developing a sustainable cross-border relationship through cultural training is integral (Sullivan and Tu, 1995; Vavrek, 2002) . Develop creative alliances. Drawing support from the local government and academic institutions can be beneficial to international outsourcers (Grieves, 2002; Luo, 2002) . Greenemeier (2002) observed the positive impact of government and academic support to outsourcing activities in India. Chung et al. (2004) noted the merits of introducing new and transformational models in global sourcing. The Philippine government has been supportive of outsourcing efforts and is aware of the need to strengthen its business environment so there is encouragement to pursue these alliances (DiCarlo, 2003b; Kearney, 2004) . Sensitivity to the international market. In doing business in an international environment, an outsourcer is exposed to influencing factors that are in constant flux and must be sensitive to these dynamics. Steenhuis and de Boer (2003) highlighted the relevance of a country's existing infrastructure in the process of technology transfers. Coates (2003) cited the need for political risk and foreign exchange risk assessments, while the importance of accurate information in the outsourcing decision is stressed, too. Elmuti and Kathawala (2000) emphasized the value of risk assessment and management for global outsourcers.
International outsourcers need to be aware of the changing business dynamics in the Philippine landscape. Attention to cost factors. Numerous factors have the potential of affecting cost advantages. Trunick (2004) suggests that logistic factors, product content, security issues, contingencies, and costs should be reviewed (Lowson, 2002; Trunick, 2004) . The Philippines is attractive due to relatively low wages (DiCarlo, 2003b) , tax holidays and investment benefits (Kearney, 2004) , and cheaper office rent, three-minute international phone calls, and lower social security fees compared to other major outsourcing cities, such as Beijing (DiCarlo, 2003b; Kearney, 2004; Sunstar Daily, 2004) . Utilization of contracts. Developing a suitable contract facilitates the outsourcing process. Kern et al. (2002) and Horwitt (1999) caution against the possibility of over promising by suppliers and recommends a thorough evaluation of the contract dynamics. There should be an emphasis on the relationship in contract development by looking at the contract from both sides and by fostering trust and commitment between the parties involved, a particularly important aspect in the Philippines (Moore, 1998; Logan, 2000) . Assessments and benchmarking. Outsourcing in the telecommunications industry requires performance analysis, benchmarking, forecasting, and joint development decisions with the outsourcing partner (Gooley, 1994; Green, 1999) . Companies in the Philippines are competent and experienced with good language skills to be excellent partners in this regard.
Conclusion
As Friedman (2005) concludes in The World is Flat, if we wall ourselves off in search of economic security, it would be a disaster (p. 469). We have to be smarter and connect with innovation and knowledge centers to compete in this ever-changing marketplace. Entrepreneurial firms are best posed to seize these opportunities because of their agility and flexibility. They possess an opportunity-seeking strategy to find and exploit untapped opportunities and the global marketplace offers the most potential. Entrepreneurs are known to take moderate risks, abandon assumptions, break rules, and look for novel ways to join production, products and customers. An entrepreneurial vision involves just that, and outsourcing, while fraught with challenges, also has the potential for huge opportunities. Outsourcing around the globe is predicted to continue to further expand and competition among countries will intensify (A.T. Kearney, 2004; Rao, 2004) . The Philippine government needs to continue to focus on business and economic issues to enhance the country's global image. The country's strong political, cultural, and business affiliation with the U.S. facilitates the development of strategic partnerships. However, international entrepreneurs need to be cognizant of the changing business dynamics that require strategic adaptation in this unique yet emerging destination. The strategic approaches offered in this article may be used as frameworks for outsourcing success for entrepreneurs.
